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FINANCIAL-COMPLIANCE  AUDITS 

Financial-compliance  audits  are  conducted  by  the  Office  of  the  Legislative  Auditor  to  deter- 
mine if  an  agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  pre- 
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have  a  significant  financial  impact.  In  performing  the  audit  work,  the  audit  staff  uses  stand- 
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States  General  Accounting  Office.  Financial-compliance  audit  staff  members  hold  degrees 
with  an  emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant 
(CPA)  certificates. 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Natural 
Resources  and  Conservation  for  the  two  fiscal  years  ended  June  30,  1988.  Included 
in  this  report  is  a  recommendation  concerning  expenditure  accruals.  The 
department's  written  response  to  the  recommendation  is  included  in  the  back  of  the 
audit  report. 

We  thank  the  director  and  her  staff  for  their  assistance  and  cooperation 
throughout  the  audit. 


Scott  A.  Setfcat 
Legislative  Auditor 
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SUMMARY  OF  AUDIT  RECOMMENDATION 

This  listing  serves  as  a  means  of  summarizing  the  recommendation  contained  in  the 
report  and  the  audited  agency's  reply. 
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Recommendation  #1 

The  department  accrue  expenditures  when  a 
valid  obligation  exists,  in  accordance  with 
state  accounting  policy. 

Agency  Response:  Concur.   See  page  19. 


INTRODUCTION 

We  performed  a  financial-compliance  audit  of  the  Montana  Department  of 
Natural  Resources  and  Conservation  (the  department)  for  fiscal  years  1986-87  and 
1987-88.   The  objectives  of  the  audit  were  to: 

1.  Determine  if  the  department's  financial  schedules  fairly  present  the 
results  of  operations  for  the  two  fiscal  years  ended  June  30,  1988. 

2.  Determine  the  department's  compliance  with  applicable  laws  and 
regulations. 

3.  Make    recommendations    for    improvement    in    the    department's 
management  and  internal  controls. 

4.  Determine  the  implementation  status  of  prior  audit  recommendations. 

This  report  contains  one  recommendation  to  the  department.  The  recom- 
mendation addresses  an  area  where  the  department  can  improve  accounting 
procedures  and  compliance  with  laws  and  regulations.  Other  concerns  not  having  a 
significant  effect  on  the  successful  operations  of  the  department  are  not  specifically 
included  in  this  report,  but  have  been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and  disclosed  the 
cost,  if  significant,  of  implementing  the  recommendation  made  in  this  report. 

BACKGROUND 

The  Legislature  established  the  Department  of  Natural  Resources  and  Con- 
servation under  the  Executive  Reorganization  Act  of  1971.  The  department  manages, 
develops,  and  regulates  use  of  Montana's  land,  water,  and  energy  resources.  A  seven- 
member  Board  of  Natural  Resources  and  Conservation  appointed  by  the  governor  has 
final  authority  for  approving  reservations  of  water  under  the  Montana  Water  Use 
Act,  approving  the  siting  of  energy  developments  covered  by  the  Major  Facility 
Siting  Act,  and  approving  flood  plain  delineations.  The  board  also  acts  in  an  advisory 
capacity  to  the  department  in  other  matters. 

The  department  is  organized  into  the  following  five  divisions: 

Centralized  Services  Division  -  includes  the  director's  office  and  provides 
support  services  to  all  other  programs  in  the  department  such  as  accounting 
and  budgeting,  payroll,  purchasing,  systems  analysis  and  data  processing,  legal 
counsel,  and  personnel. 

Conservation  Districts  Division  -  supervises,  coordinates,  and  assists 
Montana's  soil  and  water  conservation  districts  and  grazing  districts  in  their 
efforts  to  protect  Montana's  resources.  It  implements  the  state  rangeland 
resource    program,   administers    loans    to    private    landowners    under    the 
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rangeland  improvement  loan  program,  and  provides  grants  to  qualified 
conservation  districts  for  a  variety  of  conservation-related  projects. 

Energy  Division  -  administers  the  Montana  Major  Facility  Siting  Act,  the 
Alternative  Energy  Grant  and  Loan  Program,  the  Energy  Emergency  Powers 
Act,  and  federally  sponsored  energy  conservation  programs.  It  conducts 
environmental  impact  and  monitoring  studies  of  energy  projects,  develops 
energy  policy,  conducts  feasibility  studies  of  alternate  energy,  monitors 
energy  supplies  and  demand,  and  is  responsible  for  energy  emergency 
response  planning. 

Oil  and  Gas  Conservation  Division  -  administers  Montana's  oil  and  gas  laws 
to  promote  conservation  and  prevent  wasteful  practices  in  the  recovery  of 
these  resources.  It  issues  drilling  permits,  regulates  exploration,  drilling  and 
production,  and  classifies  and  inspects  wells.  The  oil  and  gas  conservation 
division  is  attached  to  the  department  for  administrative  purposes  only.  Its 
overall  supervision  and  direction  come  from  the  seven  member  board  of  oil 
and  gas  conservation,  also  attached  to  the  department  for  administrative 
purposes  only. 

Water  Resources  Division  -  administers  state-owned  water  resource  projects, 
water  rights,  and  water  reservations.  Its  activities  include  interstate 
coordination  of  water  issues,  centralized  water  rights  record-keeping,  state 
water  planning,  dam  safety,  flood  plain  management,  weather  modification, 
and  drought  planning.  The  division  awards  loans  and  grants  for  projects  that 
develop,  maintain,  or  improve  water  and  other  renewable  resources.  The 
division  also  provides  administrative  support  to  the  board  of  water  well 
contractors,  which  adopts  administrative  rules  regulating  licenses  and 
establishing  minimum  construction  standards  for  water  wells. 

The  staff  of  the  reserved  water  rights  compact  commission  is  administratively 
attached  to  the  department,  although  the  commission  itself  is  organizationally  a  part 
of  the  governor's  office.  The  commission  negotiates  compacts  to  quantify  the  federal 
reserved  water  rights  of  the  Indian  tribes  and  federal  agencies  located  in  the  state. 
Its  staff  provides  support  services  such  as  historical  and  legal  research,  and  analyses 
of  soils,  vegetation,  and  hydrology. 

The  department  operated  with  approximately  238  full-time  equivalent  posi- 
tions during  fiscal  year  1987-88. 

PRIOR  AUDIT  RECOMMENDATIONS 

Our  office  performed  an  audit  of  the  department  for  the  two  fiscal  years 
ended  June  30,  1986.  The  report  contained  four  recommendations  which  are  still 
applicable  to  the  department's  operations.  The  department  implemented  three 
recommendations  and  partially  implemented  one.  The  partially  implemented  recom- 
mendation concerns  spending  non-General  Fund  moneys  first.  It  is  not  included  in 
this  report  due  to  the  insignificance  of  the  dollars  involved,  but  has  been  discussed 
with  department  management. 


EXPENDITURE  ACCRUALS 

Water  Development/Renewable  Resource  Grants 

The  department  grants  moneys  under  its  water  development  and  renewable 
resource  programs  to  various  entities,  including  other  state  agencies,  local 
governments,  and  water  users'  associations,  for  a  variety  of  projects  that  develop  or 
maintain  water  and  other  renewable  resources.  Prospective  grantees  submit  an 
application  for  a  specific  project  to  the  department.  Water  Resources  Division 
personnel  review  the  applications,  rank  them,  and  submit  them  to  the  legislature. 
Each  biennium,  the  legislature  approves  or  disapproves  the  applications.  Resource 
Indemnity  Trust  (RIT)  fund  interest  and  coal  severance  tax  revenue  are  the  primary 
funding  sources  for  the  project  grants.  Funds  are  awarded  in  the  amounts  and 
priority  approved  in  the  appropriation  bill  until  available  funds  are  expended.  Some 
projects  may  not  receive  funding.  For  fiscal  years  1985-86  and  1986-87,  the 
legislature  appropriated  funds  for  project  grants  in  House  Bill  922  and  Chapter  717, 
Laws  of  1985. 

At  fiscal  year-end  1986-87,  department  personnel  accrued  expenditures  equal 
to  the  amounts  appropriated  for  22  water  development  and  renewable  resource  grants 
that  did  not  have  signed  grant  agreements.  State  accounting  policy  requires  that  a 
valid  obligation  exist  before  an  expenditure  is  accrued.  An  example  of  a  valid 
obligation  is  a  commitment  related  to  an  unperformed,  legally-binding  contract 
signed  at  year-end.  Both  House  Bill  922  and  Chapter  717  require  execution  of  a 
grant  agreement  before  grant  funds  are  disbursed.  In  this  case,  the  department  had 
not  entered  into  grant  agreements,  which  serve  as  the  contract  between  the  depart- 
ment and  the  grantee,  at  the  time  the  expenditures  were  accrued.  As  a  result.  Special 
Revenue  Fund  expenditures  are  overstated  by  $1,475,471  for  fiscal  year  1986-87. 
This  overstatement  led  to  our  qualified  opinion  on  the  department's  Schedule  of 
Budgeted  Program  Expenditures  by  Object  and  Fund  for  fiscal  year  1986-87,  and 
contributed  to  our  qualified  opinion  on  the  Schedule  of  Changes  in  Fund  Balances. 

Department  personnel  indicated  that  the  process  of  entering  into  a  grant 
agreement  requires  the  grantee  to  incur  up-front  expenses  performing  an  in-depth 
study  of  the  project  in  order  to  detail  project  milestones  and  propose  a  budget  for 
each  milestone  in  the  grant  agreement.  The  department  does  not  want  the  grantee  to 
incur  this  expense  when  the  possibility  exists  that  the  department  may  not  be  able 
to  provide  funding  for  the  project.  Because  the  department  also  wants  to  use  any 
moneys  that  will  be  available,  it  accrues  project  appropriations  up  to  an  amount  it 
expects  to  receive  in  RIT  interest  and  coal  severance  tax  revenue. 


The  department  could  develop  a  less  detailed  initial  contract  form  with  a 
clause  that  states  the  availability  of  grant  funds  is  dependent  upon  coal  severance 
tax  revenues  and  RIT  interest  and  that  a  decline  in  those  sources  may  preclude 
funding.  An  additional  clause  could  require  the  grantee  to  estimate  milestones  and 
detailed  budgets  if  and  when  funding  is  available.  In  this  way,  the  department  could 
legitimately  accrue  the  grant  appropriation  as  a  signed  contract  would  exist  to  support 
accrual. 

Accrual  of  Federal  Funds 

The  department's  Energy  Division  awards  grants  to  individuals  and  organiza- 
tions for  projects  that  research,  develop,  or  demonstrate  energy  conservation.  Federal 
money  funds  these  grants  in  whole  or  in  part. 

At  fiscal  year-end  1987-88,  the  department's  Centralized  Services  Division 
improperly  accrued  $34,508  of  Biomass  Utilization  and  Cogeneration  (BUC)  funds 
(U.S.  Department  of  Energy,  Catalog  of  Federal  Domestic  Assistance  [CFDA] 
#81.079)  for  a  grant  project.  The  department's  Energy  Division  personnel  had 
determined  this  project  would  not  receive  those  particular  federal  funds.  Subse- 
quently, in  August  1988,  the  Energy  Division  entered  into  a  grant  agreement  with  a 
new  grantee,  and  committed  the  same  BUC  funds  to  the  new  project,  thus  commit- 
ting the  same  funds  twice.  In  December  1988,  Centralized  Services  cancelled  the 
expenditure  accrual  for  the  original  grant.  Although  the  department  made  the  proper 
correcting  entries  in  fiscal  year  1988-89,  this  situation  resulted  in  a  $34,508 
overstatement  of  Special  Revenue  Fund  expenditures  for  fiscal  year  1987-88. 

State  accounting  policy  requires  that  a  valid  obligation  exist  before  an 
expenditure  is  accrued.  Because  at  the  time  of  accrual  the  Energy  Division  had  made 
the  decision  to  commit  these  funds  to  another  grant,  for  which  a  contract  was  not  yet 
signed,  a  valid  obligation  did  not  exist  and  the  accrual  should  not  have  been  made. 

The  Energy  Division  and  the  Centralized  Services  Division  should  develop  a 
more  effective  process  to  communicate  which  grant's  expenditures  should  be  accrued 
at  fiscal  year-end. 

RECOMMENDATION  #1 

We  recommend  the  department  accrue  expenditures  when  a  valid  obligation 

exists,  in  accordance  with  state  accounting  policy. 


INDEPENDENT  AUDITOR'S  REPORT 
AND  AGENCY  FINANCIAL  SCHEDULES 


SUMMARY  OF  INDEPENDENT  AUDITOR'S  REPORT 

The  financial  schedules  are  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  without  adjustments  for  errors  noted  during  the  audit.  The 
auditor's  opinion  issued  in  this  report  is  intended  to  convey  to  the  reader  of  the 
financial  schedules  the  degree  of  reliance  that  can  be  placed  on  the  amounts 
presented. 

The  opinion  on  the  Schedule  of  Changes  in  Fund  Balances  for  the  two  fiscal 
years  ended  June  30,  1988,  and  the  Schedule  of  Budgeted  Program  Expenditures  by 
Object  and  Fund  for  the  fiscal  year  ended  June  30,  1987,  means  the  reader  of  the 
financial  schedules  should  be  cautious  when  using  the  financial  information.  These 
schedules  are  misstated  as  a  result  of  improperly  recorded  transactions  associated  with 
the  construction  of  a  hydroelectric  generating  facility  at  the  Broadwater  Dam,  and 
the  improper  accrual  of  grant  expenditures  when  a  valid  obligation  did  not  exist  to 
support  accrual. 

The  opinion  on  the  Schedules  of  Budgeted  Revenue  and  Transfers  In  - 
Estimated  and  Actual  for  the  fiscal  year  ended  June  30,  1988  and  the  fiscal  year 
ended  June  30,  1987,  and  the  Schedule  of  Budgeted  Program  Expenditures  by  Object 
and  Fund  for  the  fiscal  year  ended  June  30,  1988,  means  the  reader  of  the  financial 
schedules  may  rely  on  the  fairness  of  the  information  presented. 
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INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
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JAMES  GILLETT 
Financial-Compliance  Audit 
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Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Department  of 
Natural  Resources  and  Conservation  for  each  of  the  two  fiscal  years  ended 
June  30,  1987  and  1988,  as  shown  on  pages  8  through  I  7.  The  information  contained 
in  these  schedules  is  the  responsibility  of  the  department's  management.  Our 
responsibility  is  to  express  an  opinion  on  those  financial  schedules  based  on  our 
audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  schedules  are  free  of  mateiial 
misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the 
amounts  and  disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well 
as  evaluating  the  overall  financial  schedule  presentation.  We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1,  these  financial  schedules  are  prepared  in  accordance 
with  state  accounting  policy  and  are  not  intended  to  be  a  presentation  in  conformity 
with  generally  accepted  accounting  principles. 

The  department  improperly  recorded  transactions  associated  with  the  con- 
struction of  the  hydroelectric  generating  facility  at  the  Broadwater  Dam.  As  a  result. 
Direct  Entries  to  Fund  Balance  are  overstated  by  $5,625,048  in  the  Debt  Service  Fund 
for  fiscal  year  1987-88. 

The  department  accrued  grant  expenditures  when  a  valid  obligation  did  not 
exist  to  support  such  accruals.     Water  Resources  and  Planning  and  Conservation 


Districts  Special  Revenue  Fund  grant  expenditures  are  overstated  by  $1,370,471  and 
$105,000,  respectively,  for  fiscal  year  1986-87. 

In  our  opinion,  except  for  the  effect  of  matters  discussed  in  paragraphs  four 
and  five,  the  Schedule  of  Changes  in  Fund  Balances  for  the  two  fiscal  years  ended 
June  30,  1988,  and  the  Schedule  of  Budgeted  Program  Expenditures  by  Object  and 
Fund  for  the  fiscal  year  ended  June  30,  1987,  present  fairly,  in  all  material  respects, 
the  results  of  operations  and  changes  in  fund  balances  of  the  Department  of  Natural 
Resources  and  Conservation,  in  conformity  with  the  basis  of  accounting  described  in 
Note  1. 

In  our  opinion,  the  Schedules  of  Budgeted  Revenue  and  Transfers  In  - 
Estimated  and  Actual  for  the  fiscal  years  ended  June  30,  1988  and  June  30,  1987, 
and  the  Schedule  of  Budgeted  Program  Expenditures  by  Object  and  Fund  for  the 
fiscal  year  ended  June  30,  1988,  present  fairly,  in  all  material  respects,  the  results  of 
operations  of  the  Department  of  Natural  Resources  and  Conservation,  in  conformity 
with  the  basis  of  accounting  described  in  Note  1. 

As  discussed  in  Note  7,  the  department  no  longer  recorded  an  expenditure 
and  off-setting  nonbudgeted  expenditure  when  it  recorded  long-term  loan  activity 
during  fiscal  year  1987-88. 

Respectfully  submitted. 


■jmx 


J^mes  Gillett,  CPA 
Deputy  Legislative  Auditor 


January  27,  1989 


DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 


SCHEDULE  OF  CHANGES  IN 

FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30. 

1988 

General  Fund 
$     -0- 

Special 

Revenue 

Fund 

$28,091,806 

Debt 

Service 

Fund 

$18,872,472 

FUND  BALANCE:  July  1,  1986 

ADDITIONS: 

Fiscal  Year  1986-87 

Budgeted  Revenue  &  Transfers  In 

Nonbudgeted  Revenue  &  Transfers  In 

Prior  Year  Revenue  Adjustments 

Prior  Year  Expenditure  Adjustments 

Direct  Entries  To  Fund  Balance 

Support  From  State  Of  Montana 

Cash  Transfers  In 

Fiscal  Year  1987-88 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 
Direct  Entries  to  Fund  Balance 
Support  From  State  Of  Montana 
Cash  Transfers  In 
Total  Additions 

REDUCTIONS: 

Fiscal  Year  1986-87 

Budgeted  Expenditures  &  Transfers  Out 

Nonbudgeted  Exp>endi tures  &  Transfers  Out 

Prior  Year  Expenditure  Adjustments 

Prior  Year  Expenditures 

Nonbudgeted  Prior  Year  Expenditure 
Adjustment 

Prior  Year  Revenue  Adjustments 

Direct  Entries  To  Fund  Balance 

Fiscal  Year  1987-88 
Budgeted  Expenditures  &  Transfers  Out 
Nonbudgeted  Expenditures  &  Transfers  Out 
Prior  Year  Expenditure  Adjustments 

Prior  Year  Expenditures  29,515 

Prior  Year  Revenue  Adjustments  131,280 

Direct  Entries  To  Fund  Balance  1.058.962^    

Total  Reductions  7.7';7.453    35.936.473     8.495.588 


10,853 

$  7,131,095 

$   964,523 

10,397 

460,872 

1,743,284 

290 

265,458 

693 

2,903,89l' 

3, 

,898,380 

2,003,923 

842,012 

4,611 

4,740,628 

1,282,042 

67,248 

25,186,669^ 

6,456,206 

5,485 

28,294 
678,672 

12,122,037' 

3, 

,749,496 

2.620.772 
43.116.383 

804.064 

7, 

,747,453 

27.118.059 

3,911,198 
2,023 
7,392 

15,254,302 
(3,967,674)^ 

(194,109) 

3,849,126 

51,849 

10,325 

3, 262, 354' 

109,064 

3,774,526 
38,768 
13,546 

20,430,949 

4,406,118 

FUND  BALANCE:  June  30,  1988  $     -0-     $35.271.716    $37.494.943 


See  note  5,  page  14. 
See  note  6,  page  15. 
See  note  7,  page  15. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Addi- 
tional information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  13 
through  17. 


DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  BUDGETED  REVENUE  &  TRANSFERS  IN  -  ESTIMATED  S  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1988 


Licenses 

Charges 

and 

For 

Investment 

Permits 

Services 

Earnings 

Federal 

Indirect  Sale  of  Rentals, 

Cost  Documents  &  Leases  & 

Recoveries  Merchandise  Royalties  Miscellaneous 


Grants,      Other 
Contracts,   Financing 
&  Donations   Sources 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

DEBT  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


$  7,395 

4,611 

$  (2,784) 


$25,000    $305,539 
24.262     270.516 


$ 

171,714 
135.848 

$181,155 
117.370 

$171,000 
144.457 

$6,500 
5,743 

$  54,084 
309.744 

$_ 

(35,866) 

$(63,785) 

$(26,543) 

$  (757) 

$255,660 

$1 
1 

,016,812 
.282.042 

$_ 

265,230 

7,395 

4,611 


(2,784) 


$  533,081   $  5,813,440  $  960,644   $  8,222,157 
42.723     3.069.068    620.897    4,740.628 

$(490.358)  $(2,744,372)  $(339,747)  $(3,481,529) 


$  1,016,812 
1.282.042 

$   265,230 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  13  through  17. 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  BUDGETED  REVENUE  &  TRANSFERS  IN  -  ESTIMATED  &  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1987 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

DEBT  SERVICE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


L  i  censes 

and 
Permits 

Charges 

For 
Services 

$  16,567 

10.853 

$  (5,7K) 

Investment 
Earnings 

Federal 

Indirect 

Cost 

Recoveries 

Sale  of 
Documents  & 
Merchandise 

Rentals, 
Leases  & 
Royalties 

$  35,000 
19.375 

$307,440 
268.885 

$130,901 
139,463 

$125,211 
96.706 

$171,045 
176,714 

$7,550 
7,484 

$(15,625) 

$(38,555) 

$  8,562 

$(28,505) 

$  5.669 

$  (66) 

$770,800 
964.523 

$193,723 

Miscellaneous 


Grants, 
Contracts, 
&  Donations 


Other 

Financing 

Sources 


$32,914 
37.022 

$  4,108 


$11,499 
9.759 

$(1.740) 


16,567 

10.853 


(5.714) 


$  6,404,478  $1,759,416         $  8,985,454 

5,306.061  1,069.626  7.131.095 

$(1.098,417)         $  (689.790)       $(1,854,359) 


$   770,800 
964,523 


193,723 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  13  through  17. 
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DEPARTHEMT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1988 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 

OPERATING  EXPENSES 
Contracted  Services 
Suppl ies  &  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 

CAPITAL  OUTLAY 

Land  &  Interest  In  Land 
Total 

LOCAL  ASSISTANCE 
From  State  Sources 
From  Other  Income  Sources 
Total 

GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 

TRANSFERS 
Accounting  Entity  Transfers 
Total 

DEBT  SERVICE 
Bonds 
Loans 
Leases 

Installment  Purchases 
Total 


Centralized  Oil  &  Gas   Conservation 
Services    Regulation   Districts 


$  891,686 

2,675 

18S.966 

1.080.327 


379.660 


19,067 
1,261 


23,  U3 


23. U3 


423,314 

4,900 

89.400 

517.614 


53,347 

113,254 

16.690 

13,127 

28,016 

31,438 

13,338 

14,890 

229,188 

6,972 

6,916 

29,473 

15,566 

9.608 

6.165 

55,306 
6.312 


3,169 


3.169 


119,284 

858 

25,425 


1,985 
1,700 


95,000 


313,152 
313.152 


Water 

Resources  & 

Planning 

$  2,817,091 

6,119 

597.903 


Energy 
Planning 


145.567    3.421.113 


117.429    9.433.840 


141,913 

14.539 

156.452 


175 


520.530 


3.798.869'' 
3.798.869 


417,530 

281,430 

56,226 

1.142 

756.328 


74,900 

8,884,522* 

457,634 

3,275 

74,823 

19,973 

10,180 

160,436 

62,080 

22,826 

118.668 

77,188 

1,891 

67,895 

5,537 

245 

2,184 

1,811 

48,119 

9,720 

2.301 

77.193 

12.957 

18, 
1 

,716 
,645 

20 

,361 

58 

,975 

58 

,975 

21.500 


21.500 


58,143 
26,192 


84.335 


1.131.788'' 
1.131.788 


Total 


979,964  $  5,231,339 

100  14,652 

207.036  1.105,730 

1.187.100  6.351,721 


',583,657 
127,888 
292,150 
246,910 
311,483 
9,345 
104,689 
108.224 
645.089    10.784.346 


236,987 
25.457 


95,000 
21,500 


116.500 


1,825 
26.192 


918, 

,017 

4.930, 

,657 

4.930, 

,657 

417,530 

281,430 

82,538 

1.142 
782,640 


TOTAL  PROGRAM  EXPENDITURES 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$1.503.458  $  790.729    $  674.833  t18.087.307  $  3.149.148   $24.205,475 


$1,012,620 

981,708 

$   30.912 


$  566,752  $1,002,759 

521.750    790.729 

$   45.002  $  212.030 


$  2,365,163  $   438,152   $  3,815,935 
2.357.676     435.142    3.774.526 
$    7.487  $ 3.010   $    41.409 


$1,575,023  $43,250,628  $10,178,311   $56,573,473 

674.833   15.729.631    2.714.006    20.430.949 

$  900.190  $27.520,997^  $  7.464.305^  $36.142,524 


See  note  8,  page  16. 
See  note  9,  page  16. 
See  note  10,  page16. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in 
the  notes  to  the  financial  schedules  on  pages  13  through  17. 


DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1987 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 

OPERATING  EXPENSES 
Contracted  Services 
Suppl ies  &  Materials 
Communications 
Travel 
Rent 

Uti lities 

Repair  &  Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 
Total 


Water 

Centralized 

Oil  &  Gas 

Conservation 

Resources  & 

Energy 

Services 

Regulation 

Districts 

Planning 

Planning 

Total 

$  905,998 

$432,793 

$113,080 

$  2,986,167 

$  990,767 

$  5,428,805 

4,475 

3,700 

438 

6,395 

15,008 

186.045 

88.483 

23.960 

629.521 

206.400 

1.134.409 

1.096.518 

524,976 

137.478 

3.622.083 

1.197.167 

6.578.222 

58,846 

107,036 

67,449 

810,694 

745,779 

1,789,804 

14,811 

10,680 

1,629 

55,590 

22,143 

104,853 

24,584 

29,209 

8,077 

133,174 

61,975 

257,019 

16,961 

13,571 

14,551 

96,260 

80,441 

221,784 

225,101 

7,596 

1,827 

68,167 

6,092 

308,783 

6,472 

225 

1,899 

8,596 

11,218 

12,769 

1,743 

37,069 

10,147 

72,946 

13,562 

5,668 

833 

4,090,628* 

11,525 
100 

4,122,216 
100 

5.293.481 


938.202 


6.886.101 


EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 


9,544 
1,267 


1,162 


59,748 
37,057 


16,220 
3.248 

19.468 


87,530 
41,572 


129.102 


CAPITAL  OUTLAY 

Land  &  Interest  In  Land 
Other  Improvements 
Total 


16.764 


16.764 


39,000 
39.000 


39,000 
16.764 


55.764 


LOCAL  ASSISTANCE 
From  State  Sources 
Total 


93.100 
93.100 


93.100 


GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 


396,561    4,375,252 


396.561    4.375.252 


54,465 
202.141 


4,826,278 

202.141 

5.028.419 


TRANSFERS 
Accounting  Entity  Transfers 
Total 


271.703 
271.703 


271.703 
271.703 


DEBT  SERVICE 
Bonds 
Loans 
Leases 

Installment  Purchases 
Total 


3,169 


69.013 
36,596 

14,216 
95 


119.920 


69,013 
36,596 

17,385 
95 


123.089 


TOTAL  PROGRAM  EXPENDITURES 


$1,472,_412    $722,002 


$724,635  $13.796.008 


$2,450,443   $19,165,500 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  979,238 

964.276 

$   14.962 


$334,105 

322.320 

$  11.785 


$  2,257,553 

2.232.407 

$    25.146 


435,581 

392.195 

43.386 


$  4,006,477 

3,911.198 

$    95.279 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


526,005    $912,339     $745,176  $38,277,837 
508.136    722.002      402.315   11.563.601 
17.869    $190,337     $342,861  %26.7M,.2lP 


$5,115,435   $45,576,792 

2.058.248    15.254.302 

$3,057,187^  $30.322.490 


See  note  7,  page  15. 
See  note  10,  page  16. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
in  the  notes  to  the  financial  schedules  on  pages  13  through  17. 


Additional  information  is  provided 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

NOTES  TO  THE  FINANCIAL  SCHEDULES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

A.  Basis  of  Accounting 

The  Department  of  Natural  Resources  and  Conservation  uses  the  following 
fund  types:  General,  Special  Revenue,  and  Debt  Service.  The  state  of  Montana  uses 
the  modified  accrual  basis  of  accounting  for  these  fund  types  which  is  described  in 
the  Montana  Operations  Manual. 

Under  the  modified  accrual  basis  of  accounting,  a  valid  obligation  exists  when 
the  related  liability  is  incurred  except  for  the  following  items  which  are  also 
considered  valid  obligations  under  state  accounting  policy. 

If  the  appropriation  provided  funds  to  complete  a  given  project,  the 
entire  amount  of  a  contract  may  be  accrued  even  though  the  services 
are  rendered  in  fiscal  years  subsequent  to  the  fiscal  year  in  which  the 
expenditure  is  accrued. 

Equipment  expenditures  may  be  charged  against  the  fiscal  year  in 
which  the  purchase  order  is  issued. 

Goods  ordered,  but  not  received  as  of  the  fiscal  year-end,  may  be 
accrued  if  the  purchase  order  was  issued  in  the  fiscal  year  in  which 
the  anticipated  expenditure  is  to  be  accrued. 

Obligations  for  employees'  vested  annual  leave  and  sick  leave  are 
recorded  as  expenditures  when  paid. 

Revenues  under  the  modified  accrual  basis  of  accounting  are  recognized  when 
measurable  and  available.  "Available"  means  the  revenue  will  be  received  soon 
enough  to  pay  liabilities  of  the  current  period. 

B.  Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustments.  Accounts  are  organized  on  the  basis 
of  funds  according  to  state  law.  The  following  fund  types  are  used  by  the 
department: 

General  -  accounts  for  all  financial  resources  except  those  required  to  be 
accounted  for  in  another  fund. 
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Special  Revenue  -  accounts  for  the  proceeds  of  specific  revenue  sources  that 
are  legally  restricted  to  expenditure  for  specified  purposes.  Legislative 
appropriation  is  required  to  spend  from  this  fund  type.  The  Special 
Revenue  Fund  at  the  department  includes  federal  funds  from  the  Department 
of  Energy  including  Bonneville  Power  Administration,  and  state  funds  from 
resource  indemnity  trust  interest  and  coal  severance  tax  revenue. 

Debt  Service  -  accounts  for  the  accumulation  of  resources  for,  and  the 
payment  of,  general  long-term  debt  principal  and  interest.  The  department 
issued  bonds  to  provide  funding  for  water  development  projects. 


2.  ANNUAL  AND  SICK  LEAVE 

Employees  at  the  department  accumulate  both  annual  and  sick  leave. 
Employees  are  paid  for  100  percent  of  unused  annual  and  25  percent  of  unused  sick 
leave  credits  upon  termination.  Accumulated  unpaid  liabilities  for  annual  and  sick 
leave  are  not  reflected  in  the  financial  schedules  of  the  Department  of  Natural 
Resources  and  Conservation.  Expenditures  for  termination  pay  currently  are 
absorbed  in  the  annual  operational  costs  of  the  department.  At  June  30,  1988,  the 
department  had  a  liability  of  approximately  $397,747  for  annual  leave  and  $206,044 
for  sick  leave. 

3.  EMPLOYEES'  RETIREMENT  SYSTEM 

Employees  are  covered  by  the  Montana  Public  Employees'  Retirement  System. 
The  department's  contribution  to  this  plan  was  $349,030  in  fiscal  year  1986-87  and 

$335,874  in  fiscal  year  1987-88. 

4.  GENERAL  FUND  BALANCE 

The  General  Fund  is  a  statewide  fund.  Agencies  do  not  have  a  separate 
General  Fund  since  their  only  authority  is  to  pay  obligations  from  the  statewide 
General  Fund  within  their  appropriation  limits.  Thus,  on  an  agency's  Schedule  of 
Changes  in  Fund  Balances,  the  beginning  and  ending  fund  balance  will  always  be 
zero  for  the  General  Fund. 

5.  DIRECT  ENTRIES  TO  FUND  BALANCE 

The  material  portions  of  direct  entries  to  fund  balance  in  the  Special  Revenue 
Fund  and  the  Debt  Service  Fund  reflect  the  net  amount  of  the  following  types  of 
transactions: 

A.  Residual  equity  transfers  in  fiscal  years  1986-87  and  1987-88  from  the 

State  Special  Revenue  Fund  to  the  Debt  Service  Fund.  Proceeds  from 
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water  development  bonds  are  recorded  in  the  Special  Revenue  Fund. 
Loans  are  made  for  water  development  projects  from  the  bond 
proceeds  recorded  in  the  Special  Revenue  Fund.  The  loans  receivable 
are  then  transferred  to  the  Debt  Service  Fund  to  accumulate  funds  to 
pay  for  the  outstanding  bonds. 

B.  Residual  equity  transfer  of  oil  overcharge  moneys  in  fiscal  year 
1987-88  from  the  Department  of  Administration  to  the  department's 
Special  Revenue  Fund  per  House  Bill  621,  Laws  of  1987.  As  a  result 
of  overcharges  on  the  sales  of  domestic  crude  oil,  the  federal  courts 
approved  settlements  requiring  repayment  of  the  total  amount  of 
overcharges  to  all  states.  The  department  received  a  portion  of 
Montana's  distribution  for  use  in  various  energy  programs. 

C.  Error  in  recording  transactions  associated  with  the  construction  of  a 
hydroelectric  generating  facility  at  the  Broadwater  Dam  during  fiscal 
year  1987-88.  The  department  recorded  the  project's  activity  as  if  it 
had  loaned  bond  proceeds  to  another  party  to  construct  the  facility 
by  recording  a  long-term  receivable  and  reserve  for  long-term  assets 
in  the  Debt  Service  Fund.  In  fact  the  department  administered  the 
project  itself  and  the  loan  receivable  and  direct  entry  to  fund  balance 
should  not  have  been  recorded. 

D.  Write-off  of  a  loan  receivable  and  the  associated  reserve  for  long- 
term  assets  in  the  Special  Revenue  Fund  in  fiscal  year  1987-88.  The 
department  borrowed  money  from  the  U.S.  Department  of  Interior  for 
a  water  project.  In  turn,  the  department  recorded  a  long-term 
receivable  due  from  the  water  user  association  that  would  benefit 
from  the  water  project.  In  fiscal  year  1987-88,  the  department  paid 
the  U.S.  Department  of  Interior  an  agreed  upon  discounted  repurchase 
price  and  was  relieved  of  the  remainder  of  the  obligation. 
Accordingly,  the  department  wrote-off  the  loan  receivable  due  from 
the  water  user  association. 


6.  BONDS 

The  majority  of  the  nonbudgeted  revenue  in  the  Special  Revenue  Fund  for 
fiscal  year  1987-88  is  bond  proceeds  from  the  1987  Series  A  ($22,200,000)  and  1987 
Series  C  ($1,215,000)  bond  issues  which  were  issued  in  December  1987.  At  June  30, 
1988,  the  department  had  $51,215,223  in  outstanding  revenue  bonds.  Additionally, 
the  department  issued  two  bonds  in  December  1988  totalling  $2,220,000. 

7.  WATER  DEVELOPMENT  LOANS 

The  department  loans  bond  proceeds  to  various  entities  for  water  development 
projects.  For  fiscal  year  1986-87,  the  department  had  appropriation  authority  set  up 
on  SBAS  to  make  these  loans.  The  department  recorded  a  long-term  notes  receivable 
and  reduced  its  appropriation  authority  by  recording  a  budgeted  expenditure. 
Because  a  loan  is  not  actually  an  expenditure,  the  budgeted  expenditure  was  reduced 
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by  a  non-budgeted  expenditure  for  the  same  amount.  As  a  result,  the  appropriation 
is  properly  reduced,  net  expenditures  are  zero,  and  the  long-term  receivable  is 
properly  established.  This  method  of  accounting  for  loans  resulted  in  the  negative 
$3,967,674  in  Special  Revenue  Fund  nonbudgeted  expenditures,  and  the  majority  of 
the  $4,090,628  in  budgeted  expenditures  -  Other  Expenses  in  the  Water  Resources 
and  Planning  program  for  fiscal  year  1986-87.  In  fiscal  year  1987-88,  while  the  loans 
were  still  appropriated  by  the  legislature,  the  appropriation  authority  was  not 
established  on  SBAS.  Therefore,  the  department  no  longer  had  to  record  a  budgeted 
expenditure  and  offsetting  nonbudgeted  expenditure.  Only  a  long-term  note 
receivable  and  the  outflow  of  cash  were  recorded. 

8.  CONTRACTED  SERVICES 

The  majority  of  the  $8,884,522  recorded  as  contracted  services  expenditures 
in  the  Water  Resources  and  Planning  program  for  fiscal  year  1987-88  results  from  the 
construction  and  installation  of  a  hydroelectric  generating  facility  at  the  Broadwater 
Dam. 


ACCOUNTING  ENTITY  TRANSFERS 

A.  Water  Resources  &  Planning  -  The  majority  of  the  $3,798,869 
expenditure  amount  recorded  as  accounting  entity  transfers  for  fiscal 
year  1987-88  are  transfers  from  Special  Revenue  Fund  bond  proceeds 
accounts  to  Debt  Service  Fund  accounts  to  make  principal  and  interest 
payments.  Such  transfers  are  required  by  statute  and  the  particular 
bonds'  indentures. 

B.  Energy  Planning  -  The  $1,131,788  in  accounting  entity  transfers  for 
fiscal  year  1987-88  represent  transfers  of  oil  overcharge  moneys 
appropriated  to  the  department  for  use  by  other  agencies.  The 
department  transferred  $  1 39,042  to  the  Department  of  Agriculture  for 
a  weed  control  project,  and  $992,746  to  the  Department  of  Commerce 
for  construction  of  a  truck/train  transloading  facility. 


10.         UNSPENT  BUDGET  AUTHORITY 

A.  Water  Resources  &  Planning  -  The  unspent  budget  authority  for  fiscal 

year  1987-88  results  from  continuing  appropriation  authority  for  the 
hydroelectric  generating  facility  at  the  Broadwater  Dam  and  authority 
to  award  grants  for  water  development  and  renewable  resource 
projects.  The  appropriation  authority  is  for  the  biennium,  and  it  is 
expected  that  much  of  the  unspent  authority  will  be  expended  in  fiscal 
year  1988-89. 

For  both  fiscal  years  1986-87  and  1987-88,  approximately  $4,000,000 
of  federal  money  was  appropriated  for  the  Middle  Creek  Dam 
Rehabilitation  project.    The  federal  Bureau  of  Reclamation  did  not 
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approve  funding  in  either  fiscal  year.  This  situation  contributed  to 
the  unspent  budget  authority  balances.  Additionally,  for  fiscal  year 
1986-87,  several  water  projects  were  not  funded,  or  did  not  require 
the  full  amount  appropriated  for  the  project. 

Energy  Planning  -  The  unspent  budget  authority  for  both  fiscal  years 
1986-87  and  1987-88  results  from:  significantly  larger  appropriation 
authority  to  expend  filing  fees  paid  by  applicants  seeking  Major 
Facility  Siting  Act  certification  of  proposed  facilities  than  actual 
proposals  made;  and  much  lower  expenditures  than  expected  for  the 
Rock  Creek  and  Lake  Broadview  mitigation  accounts.  Additionally 
for  fiscal  year  1987-88,  oil  overcharge  moneys  were  appropriated  to 
the  department  for  the  biennium,  and  in  some  cases  the  funds  will  be 
spent  in  fiscal  year  1988-89. 


II.         PENDING  LITIGATION 

Broadwater  Dam  Hvdropower  Project 

The  general  contractor  working  on  the  department's  Broadwater  Dam 
hydropower  project  filed  approximately  $2.3  million  in  claims  against  the  department. 
Officials  of  the  department  and  the  contractor  have  been  pursuing  settlement  and  the 
claim  is  being  settled  for  $225,000.  The  claims  are  typical  of  the  type  of  claims 
asserted  against  public  entities  by  contractors  engaged  in  public  construction 
contracts.  The  department  has  served  the  contractor  notice  that  it  seeks  to  recover 
costs  incurred  to  correct  some  of  the  contractor's  work,  presumed  damages  for  failure 
to  complete  the  work  on  time,  and  contract  administration  costs  that  the  state  would 
not  have  incurred  but  for  the  contractor's  improper  actions  or  inactions.  Department 
claims  can  be  calculated  to  be  near  $1  million,  the  figure  being  dependent  on  the  date 
the  project  comes  on  line  and  the  amount  of  department  liability  to  other  contractors 
on  site. 

Another  contractor  working  on  site  has  filed  a  claim  against  the  department 
for  approximately  $230,000.  This  claim  arises  largely  from  the  general  contractor's 
delayed  performance,  but  was  not  included  in  the  settlement  with  the  general 
contractor.  One  other  contractor  on  site  has  also  filed  claims  against  the  department 
for  approximately  $200,000. 

These  claims  are  all  subject  to  binding  arbitration. 
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STAN  STEPHENS.  GOVEHNOH 


1S20  EAST  SIXTH  AVENUE 


STATE  OF  K^NTANA' 


DIBECTOHS  OFFICE  (406)  444  6K99 
TELEFAX  NUMBER  (406)  444-6721 


HELENA.  MONTANA  WHVM  2J01 


May    11,     198  9 


RECEIVED 

MAY  l.j  1989 
Montana  Legislatii'e  Auditor 


Mr.  Scott  A.  Seacat 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

Capitol  Station 

Helena,  Montana   59620 

Dear  Scott: 

As  your  staff  requested,  I  am  enclosing  our  written  comments 
to  the  financial  audit  of  the  Department  of  Natural  Resources  and 
Conservation  for  the  two  fiscal  years  ended  June  30,  1988. 

I  thank  you  and  your  staff  for  the  consideration  our 
comments  were  given  during  discussion  of  this  report  and  for  the 
courteous  and  professional  manner  in  which  the  audit  was 
conducted . 


Sincerely , 


Ka/ren  L. 
Director 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

COMMENTS  ON  THE  LEGISLATIVE  AUDIT  FINDINGS  AND  RECOMMENDATIONS 

Following  are  the  responses  of  the  Department  of  Natural 
Resources  and  Conservation  of  findings  and  recommendations 
presented  in  the  Financial  Audit  Report  for  the  two  fiscal  years 
ended  June  30,  1988. 

RECOMMENDATION  #1 

WE  RECOMMEND  THE  DEPARTMENT  ACCRUE  EXPENDITURES  WHEN  A  VALID 
OBLIGATION  EXISTS,  IN  ACCORDANCE  WITH  STATE  ACCOUNTING  POLICY. 

RESPONSE; 

The  department  concurs.   However,  in  the  instance  of  the 
water  development  and  renewable  resource  grant  accruals 
cited  by  the  auditors,  the  department  disagrees  with  the 
auditors'  position  that  a  valid  obligation  did  not  exist. 
In  the  opinion  of  the  department's  legal  and  accounting 
staff,  a  valid  obligation  was  created  by  the  line  item 
appropriation  in  House  Bill  922  and  Chapter  717,  when  the 
funds  became  available. 

The  Accounting  Division  of  the  Department  of  Administration, 
which  drafts  state  accounting  policy  and  advises  executive 
branch  agencies  in  accounting  matters,  concurs  with  the 
department's  position  that  these  were  valid  accruals.   The 
Accounting  Division's  instructions  for  determining  when  a 
valid  obligation  exists  for  accrual  purposes  (MM  2-89-4), 
state  that  when  applying  the  criteria,  "...  agencies  should 
first  consider  the  legislative  intent."   The  department's 
legal  staff  in  an  opinion  regarding  what  constitutes  a  valid 
obligation  states  that  "...  once  funds  are  available,  the 
'line-item'  appropriations  bill  imposes  a  statutory  duty  on 
the  department  to  disburse  the  grant  funds  in  the  manner 
prescribed  by  the  bill  ...    The  legal  duty  imposed  on  the 
department  by  the  appropriations  bill  is  certainly  as 
binding,  or  more  so,  than  the  duty  incurred  when  the 
department  contractually  obligates  funds."  Therefore, 
although  the  department  agrees  with  the  recommendation,  it 
disagrees  with  the  auditors'  definition  of  a  "valid 
obligation"  and  with  their  position  that  special  revenue 
fund  expenditures  were  overstated  by  $1,475,471. 

In  order  to  resolve  our  disagreement  with  the  auditors,  the 
department  will  propose  language  in  our  grant  appropriations 
bills  in  the  next  session,  that  will  clearly  indicate  that 
it  establishes  a  valid  obligation  which  may  be  accrued  by 
the  department. 
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